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Action Plan 
for Pension Reform 


Building Better Pensions for Canadians — 


The Government of Canada has 
identified three principles as the 
basis for improvements to the 
retirement income system: 


¢ Elderly Canadians should be 
guaranteed a reasonable mini- 
mum level of income. 


e The opportunities and arrange- 
ments available to Canadians to 
provide for their retirement 


should be fair. 


e Canadians should be able to avoid 
serious disruption of their pre- 
retirement living standards upon 
retirement. 
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Preface 


The time has now come to build the better pen- 
sions to which so much study and debate has 
been given in recent years. In response to this 
debate, and most recently the report of the Par- 
- hamentary Task Force on Pension Reform, this 
paper sets out the government’s plan for action 
to raise the minimum standards of private pen- 
sion plans and strengthen public pensions as 
well. A companion paper puts forward the gov- 
ernment’s proposals for a fairer, more generous, 
and more flexible system of tax assistance for 
retirement saving in private plans. 


The public components of the retirement 
income system must be kept strong and respon- 
sive to social needs. To ensure this, Parliament 
will be asked to approve a $50 increase in the 
monthly Guaranteed Income Supplement for 
the single elderly — $25 as of July 1 this year, 
and a further $25 in December — and to amend 
the GIS program to guarantee recipients of par- 
tial Old Age Security pensions the same mini- 
mum income as other Canadians. 


If the provinces concur, amendments will also 
be introduced as soon as possible to strengthen 
the Canada Pension Plan. These include split- 
ting of pension benefits upon marriage break- 
down or when the younger spouse reaches 65, 
the continuation of survivor benefits on remar- 
riage, and the raising of pensionable earnings 


to the average industrial wage by 
January 1987. 


All these measures will be of special benefit to 
women. 


A number of more extensive changes in the 
Canada Pension Plan will be discussed with the 
provinces later this year. These will include the 
proposal of a homemaker’s pension in the 
Canada Pension Plan, as suggested by the Par- 
llaamentary Task Force. Other Task Force 
recommendations, such as those concerning sur- 
vivor and disability benefits, increasing the 
number of low-earning years that can be omit- 
ted in calculating benefits, and CPP financing 
will also be pursued in these discussions. 


Parliament will be asked to enact amendments 
to the federal Pension Benefits Standards Act 
to improve private plan benefits for the working 
population, preserve pension rights, and 
improve fairness in the distribution of benefits, 
especially for women. Time will be needed to 
allow private plans to make the necessary 
adjustments. Starting no later than January 
1987, the improvements will affect the million 
members of federally regulated employer-spon- 
sored pension plans in the private and public 
sectors. It is hoped that the provinces will 
extend similar improvements to the three-and-a- 
half million workers in provincial jurisdiction. 


The improvements in minimum standards will 
require that inflation protection be provided for 
future pension credits. Employers will have to 
vest pension benefit rights in employees within 
two years. The improvements will provide for 
portability of vested pensions. They will assure 


fair treatment for spouses by splitting benefits 
upon marriage breakdown and by requiring 
provision of survivor benefits. They will make 
membership in pension plans compulsory where 
plans exist, and provide for disclosure of more 
information to employees and for employee 
representation on pension plans. 


These amendments, together with similar 
amendments in the provinces and the proposed 
changes in tax assistance, should provide 
Canadians with a solid foundation for a truly 
effective private pension system. 


The government’s Action Plan for Pension 
Reform will provide significant improvement in 
the quality of pension coverage without impos- 
ing immediate costs that might damage eco- 
nomic recovery. As the population ages, these 
improvements will take on added importance in 
preventing poverty among the elderly and in 
helping individuals to maintain adequate living 
standards in retirement. 


The government is determined to ensure pen- 
sion benefits and coverage are sufficiently 
improved so that all Canadians have adequate 
retirement income. Accordingly, the govern- 
ment undertakes to monitor closely the reaction 
of provinces and the private sector to the gov- 
ernment’s reform proposals, and will be ready 
to discuss with them the nature and timing of 
whatever additional steps may be required. 


We invite our provincial colleagues, business, 
labour, women’s groups, and other interested 
parties to work with us so that all Canadians 
can achieve security in retirement. 


—_——- 
er meene 


Whee fe Cnt 


The Honourable Marc Lalonde 
Minister of Finance 


Aonina. Bef 


The Honourable Monique Bégin 
Minister of National Health 
and Welfare 


Raising Minimum Standards 
for Private Pension Plans 


Parliament will be asked to enact major 
improvements in the federal Pension Benefits 
Standards Act (PBSA). These will come into 
effect for federally regulated plans no later than 
January 1987, affording time to plan members 
and sponsors to adapt to the new requirements. 


Inflation Protection 


The single most important improvement to put 
the private pension system on a solid founda- 
tion will be the provision of inflation protection. 
The amendments will require that all pensions 
earned in the future, including deferred ben- 
efits, be increased annually by 60 per cent of 
the change in the consumer price index. The 
maximum annual adjustment will be 8 per cent. 


At present no minimum inflation protection is 
required under the PBSA and few pension 
plans provide this level of protection. Even mod- 
erate inflation, however, can seriously erode the 
purchasing power of pensions over time. 


Mobility, Vesting and Portability 


The right to benefits arising from the 
employer’s contributions will be acquired by 


employees — ‘‘vested”’ in them — after two years 
in the plan. This is a significant improvement 
over present federal and provincial pension 
standards, which typically provide for vesting 
only after 10 years and at age 49. 


When employees leave an employer they will 
be able to take their vested benefit rights with 
them, or leave them to continue to grow in the 
pension plan, in one of the following ways: 


e They may transfer accumulated contribu- 
tions and vested benefits to a locked-in 
Registered Pension Account (RPA) which 
is a new individual pension plan for the 
mobile worker, or to the plan of a new 
employer, if the new employer is willing. 


e¢ They may leave their total pension entitle- 
ment with the former employer as a 
deferred benefit, protected against infla- 
tion, to be available on retirement. 


e They may transfer their own contributions 
and interest to an RPA, and leave their 
remaining pension entitlement with the 
former employer as deferred benefit, to be 
available on retirement. 


At present, employees with vested benefit rights 


usually see them frozen when they leave an 
employer and thereafter eroded by inflation. 


Better Pensions for Spouses 


¢ Survivor benefits will no longer be ter- 
minated if the recipient remarries. At 


present there is no requirement for survivor 
benefits under the federal and most provin- 
cial pension standards acts. Where pro- 
vided, they often are terminated on remar- 
riage. 


e Survivor benefits will be required after 
retirement at no less than 60 per cent of 
the level received by the deceased spouse. 


e Survivor benefits will be required before 
retirement. Younger survivors (typically 
those under age 60) will be given a lump 
sum transferable to an RPA. Older survi- 
vors will receive an immediate survivor 
pension or its equivalent. 


e Pension credits and pensions-in-pay nor- 
mally will be split equally between spouses 
on marriage breakdown, unless the courts 
or the spouses themselves decide otherwise. 
Credit-splitting is not now covered in the 
federal and most provincial pension stand- 
ards acts. 


e Pension benefits will be equal for male and 
female employees retiring under identical 
circumstances. An advisory committee will 
be asked to recommend rules to implement 
this principle. The Canadian Human 
Rights Act prohibits unequal benefits in 
pension plans in federal jurisdiction. 


Compulsory Membership 


Where an employer offers a plan for a particu- 
lar occupational group, full-time employees will 
be required to join such plans if they are 25 or 


over and have one year of service. Employees 
who had earlier turned down membership will 
have the option of joining. Employers will be 
required to offer plans to regular part-time 
workers if plans are offered to comparable full- 
time workers. Regular part-time employees in 
the occupational group with at least three years 
of service will be required to join the plan at age 
25 or older, provided they work at least 50 per 
cent of the normal work period. 


Information Disclosure and 
Employee Rights 


Sponsors of federally regulated plans will be 
required to inform members and their spouses 
annually of the employees’ accrued benefits and 
accumulated contributions. Actuarial and 
financial information on the plan will have to 
be readily available. Present disclosure require- 
ments are minimal. 


Active involvement by plan members will be 
fostered by a requirement that they be repre- 
sented on an advisory committee, if it is 
requested by a majority of members in an 
enterprise with 300 or more employees. 


Tax Assistance 


The government’s proposals for improved Tax 
Assistance for Retirement Saving are described 
in a separate paper. They will apply to both 
employer-sponsored plans and individual plans 
such as registered retirement savings plans 


(RRSPs) and the new RPAs. Introduction of 
the RPA will accommodate the administrative 
needs of small business and the need of mobile 
workers for portable pensions. 


Benefits and Costs 


The higher standards described above could 
eventually raise pension income from employer- 
sponsored plans by 15 to 20 per cent compared 
with the current system. All plan members will 
benefit from inflation protection. Mobile work- 
ers will no longer lose a significant portion of 
their pension on changing employers. Women, 
who change jobs more often than men, will ben- 
efit particularly from this provision. They will 
also be the chief beneficiaries of the reforms 
aimed at improving the treatment of spouses. 


The cost of these amendments for all private 
sector plans is very hard to estimate because of 
the wide variety of features that individual 
plans have. On average, plan costs could 
increase by one to one-and-a-half per cent of 
covered payroll. This estimate does not take 
into account adjustments in individual plans or . 
the more generous tax treatment. The phasing- 
in period will allow plan members and sponsors 
to consider alternative ways of adjusting to 
these higher costs. 


Strengthening Public 
Pension Plans 


The primary building blocks of public retire- 
ment income in Canada are the universal, flat- 
rate Old Age Security (OAS) pension, the 
income-tested Guaranteed Income Supplement 
(GIS), and the earnings-related Canada and 
Quebec Pension Plans. Benefits under these 
plans are increased regularly to keep pace with 
inflation. 


The government is proposing the following 
measures to improve these plans. 


Guaranteed Income Supplement 


Parliament will be asked to raise the GIS rate 
for single pensioners and one-pensioner couples 
by $50 a month. This represents an increase of 
more than 20 per cent. The increase will be 
made in two stages: $25 beginning July 1 this 
year, and a further $25 beginning December 1. 
The increases, together with regular indexing, 
will raise the maximum combined amount of 
the OAS pension and GIS to $7,200 by the end 
of the year. About 750,000 pensioners, three- 
quarters of whom are women, will benefit. The 
measure responds immediately to the needs of 
Canada’s least privileged senior citizens, bring- 
ing the rate for single pensioners to a little more 
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than 60 per cent of the rate for couples. This 
increase represents an additional $250 million 
of assistance in 1984-85, and about $460 mil- 
lion a year thereafter. 


The GIS will also be altered to guarantee to 
recipients of partial OAS pensions — primarily 
immigrants — the same minimum income as 
other Canadians. About 3,000 senior citizens 
will benefit this year, and the affected number 
will rise to about 25,000 by the end of the 
decade. 


Canada Pension Plan 


Amendments to the Canada Pension Plan 
require the support of two-thirds of the prov- 
inces containing two-thirds of the population. 


In order to strengthen the Canada Pension 
Plan, and to improve the benefits it provides to 
women, the government is urging the provinces 
to support the adoption of the following changes 
to the Canada Pension Plan (CPP) and the 
Quebec Pension Plan (QPP). 


e Survivor benefits will no longer be 
terminated upon remarriage. 


e Fifty-fifty splitting of pension credits 
accumulated during marriage will occur on 
marriage breakdown unless waived by both 
spouses in writing. The current provision 
for splitting on divorce will be extended to 
cover separations and breakdown of com- 
mon-law relationships. 
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e Fifty-fifty credit splitting will become auto- 
matic when the younger spouse reaches 65. 


¢ A guarantee will be provided that the por- 
tion of annual earnings on which pension 
contributions and benefits are based will 
rise to the level of the average industrial 
wage by January 1987. 


The government will also begin discussions with 
the provinces to consider a number of other sig- 
nificant changes to the Canada and Quebec 
Pension Plans that were recommended by the 
Parliamentary Task Force on Pension Reform. 
These include a homemaker’s pension. The gov- 
ernment places priority on providing adequate 
retirement income for women, and a home- 
maker’s pension would be one way of doing so. 
Other proposals to be pursued with the prov- 
inces include: 


e An increase in disability benefits. 


e An increase in the number of years of low- 
income earnings that can be omitted in 
calculating benefits. 


¢ Increased flexibility in the age of eligibility 
for pension benefits. 


¢ The financing of the Canada Pension 
Plan. 
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A Time to Act 


The Action Plan for Pension Reform proposes 
major improvements in areas where a large 
measure of consensus has emerged in recent 
years. It is time to act. Fair and responsible 
arrangements for increasing retirement income 
for individuals are a priority. 


The measures proposed in the budget will assist 
Canadians to prepare with confidence for 
greater personal security in their retirement 
years. 


The government is determined to ensure that 
pension benefits and coverage are sufficiently 
improved so that all Canadians have adequate 
retirement income. Accordingly, the govern- 
ment undertakes to monitor closely the reaction 
of provinces and the private sector to the pro- 
posals for pension reform presented in the 
budget, and it will be ready to discuss with 
them whatever additional steps may be 
required. 
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